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“Guidance”). Community banks are increasingly developing and participating in third-party
relationships to provide a variety of financial services to their customers. CBAI appreciates the
inter-agency collaboration on this Proposal to provide clarity and consistency in their regulatory
expectations, which will benefit community banks and enhance their ability to compete against
the largest bank and a host of not-bank financial service providers.

The importance of community banks developing third-party relationships to enhance their
product and service offerings, while existing for decades, has grown recently in importance. The
unique challenge for community banks in developing these capabilities internally is their limited
financial and human resources. For example, few community banks continue to do their own
core data processing or use their own account and loan documentation software or payroll
processing, to name just a few. Rather, community banks partner with experienced firms to assist
them.

Y2K preparedness brought a laser focus on all of the bank service partners’ ability to continue to
deliver services to community banks at the turn of the century. Several years ago, fintechs began
their ambitious journey by thinking they could replace banks but were soon confronted with that
daunting regulatory reality and quickly shifted to a “partner rather than replace” strategy. The
COVID-19 pandemic accelerated the movement towards technology-assisted delivery of banking
services and presented new challenges with bank staft working remotely. While the nation
appreciated how community banks stepped up and delivered services and benefits to individuals
and small businesses, the pandemic highlighted where banks need to focus their future efforts to
operate effectively and efficiently, remain relevant, and attract and keep customers. Their ability
to succeed will be enhanced by thoughtful and reasonable guidance on how to manage third-
party relationships with their product and service providers.

Community banks continue to face challenges, not of their own making, which should encourage
the Agencies to construct this guidance so as not to add to an already significant regulatory
burden and competitive imbalance. The banking and financial service industry, our economy,
consumers, small businesses, and American taxpayers will be harmed by a further reduction in
the number of community banks, a further concentration of banking assets in the largest banks
and financial firms, exacerbating the competitive imbalance which favors credit unions and Farm
Credit System lenders, and the increasing number of not-banks (i.e., fintechs, crypto firms,
SPNBs, ILCs and others.) These not-banks are escaping critical regulatory and supervisory
requirements to ensure their safety and soundness as well as threatening harm to the banking
industry, the FDIC’s Deposit Insurance Fund, and American taxpayers. CBAI urges the
Agencies to support community banks, not increase their regulatory burden, and certainly






